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At the beginning of 1994, Bolivia accelerated its efforts to negotiate trade and cooperation accords
with its neighbors in the Southern Cone. As a result, since January President Gonzalo Sanchez
de Lozada's administration has signed two preliminary free trade agreements with Paraguay and
Brazil, as well as two new contracts to sell natural gas to neighboring countries. Under former
president Jaime Paz Zamora, who left office in mid-1993, Bolivia launched an aggressive effort to
improve its trade relations with other South American nations.
Among other things, the Zamora administration signed a limited free trade accord with Chile
in April 1993, the first such agreement ever between those two nations. The commercial accord
in turn permitted the first significant thaw in diplomatic relations since the 1879 border war, in
which Bolivia lost its land access to the Pacific ocean. The Zamora administration also repeatedly
sought membership in the four-nation Southern Cone Common Market (Mercosur), which includes
Argentina, Brazil, Paraguay, and Uruguay. In addition, the government opened bilateral trade talks
with the individual Mercosur nations, as well as other countries outside the Southern Cone, such as
Mexico.
Under President Sanchez de Lozada, who took office on Aug. 6, 1993, the new government has been
even more aggressive than its predecessor in seeking improved relations with Bolivia's neighbors. In
mid-October, President Sanchez de Lozada participated in a conference in Chile the first visit to that
country by a Bolivian head of state since 1879 where he declared the start of a "new era of relations,”
Like ex-president Zamora, Sanchez has also persistently sought membership in Mercosur. Sanchez
was invited to attend the December 1993 summit of the four Mercosur heads of state, where Bolivia
received official "observer status" in the common market. Bolivia's application for full membership,
however, was deferred until after the Mercosur treaty becomes completely operational on Jan.
1, 1995. As a result, the Sanchez administration is now attempting to put bilateral trade accords
in place with all the Mercosur members in order to pave the way for future integration into the
multilateral pact.
On March 16-18, President Sanchez visited Argentina, Paraguay, and Brazil, where he met with the
presidents of each of those nations to discuss trade issues. Nevertheless, since Bolivia already has
trade pacts in place with Argentina and Uruguay, the government has focused most of its attention
since the December Mercosur summit on hammering out new treaties with Brazil and Paraguay. In
January, following tedious negotiations throughout the second half of 1993, Bolivia signed its first
trade accord with Brazil. The accord will eliminate or reduce tariffs on a select group of products
now traded between the two countries. In addition, the agreement commits both nations to share
trade and business information, exchange technology, improve transportation systems, and facilitate
greater cooperation between their respective private sectors.
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 56862
ISSN: 1060-4189

On March 16, President Sanchez met with Paraguayan President Juan Carlos Wasmosy in Asuncion,
where they also signed a limited free trade pact, the first between those two countries. The
accord covers about 200 products, 130 of which are to become completely tariff free. Duties on the
remaining products will be reduced, many by 50% or more. Among other things, the two Presidents
also expanded and upgraded a series of bilateral cooperation agreements that their governments
had signed last year . Like Sanchez's visit to Chile in 1993, the visit to Paraguay is a landmark in
Paraguayan-Bolivian relations. From 1932-1935, the two countries fought a war over territorial
disputes, known as the "Chaco War" since it largely was fought for control of the vast, semi-arid
Chaco region that hugs the common border. Bolivia lost to Paraguay some 234,000 sq. km. in the
war, and relations between the two countries remained chilled for decades.
In September 1993, President Wasmosy met with Sanchez in Santa Cruz, the first visit to Bolivia
by a Paraguayan head of state. Thus, President Sanchez's visit to Asuncion in March was aimed at
returning the compliment, and at burying their hostilities once and for all. The visit was filled with
symbolic, "goodwill" gestures. In a sign of "reconciliation and friendship," for example, Bolivian
veterans of the Chaco war and current members of the armed forces accompanied Sanchez's
delegation to Asuncion. The new trade accords and the general improvement in relations are seen
as essential first steps in Bolivia's efforts to join Mercosur. Indeed, Bolivian authorities candidly
stress that the agreements with Brazil and Paraguay are essentially "transitional" pacts that will
become obsolete once Bolivia is accepted into the common market. "These are basically transitional
accords that will act as a bridge until the Mercosur agreement becomes fully operational in 1995,"
said Bolivian Foreign Minister Antonio Aranibar. "With bilateral agreements already in place with
all the individual members of Mercosur, we will only have to negotiate the details of our integration
into Mercosur, since the most difficult trade issues will already be resolved."
Meanwhile, alongside the free trade negotiations, Bolivia is steadily progressing in its effort to
become a key supplier of natural gas for most of the Southern Cone countries. According to Bolivia's
Ministry of Energy, enough drilling has been done to "prove and certify" 5.2 trillion cubic feet of gas
in Bolivia, meaning that the country's natural gas reserves surpass Bolivian crude oil reserves by a
ratio of 4:1 (see Chronicle 08/05/93). Consequently, ex-president Zamora and President Sanchez's
administration have both aggressively sought contracts to sell gas to Bolivia's neighbors. In February
1993, Bolivia and Brazil signed an agreement to jointly construct and operate a 3,500 km. gas pipeline
that by the year 2000 will allow Bolivia to export more than 16 million cubic meters of natural gas per
day to Brazil. The pipeline which will run from Bolivia's gas fields in Santa Cruz to Rio Grande do
Sul in Brazil will eventually be used to sell fuel to local distribution centers in Brazil's six southern
states: Mato Grosso do Sul, Minas Gerais, Parana, Sao Paulo, Santa Catarina, and Rio Grande do
Sul.
The pipeline is scheduled for completion by 1996, although the two governments must still resolve
the project's financing before construction begins later this year. Originally, the participating
governments and local Bolivian and Brazilian contractors were expected to pay about half of the
project's total cost, estimated at about US$2 billion. The remainder was to come from multilateral
and commercial lending sources, principally the World Bank and the Inter-American Development
Bank (IDB). Nevertheless, both of those organizations demand that Brazil's state oil company
Petrobras be limited to a minority share in "Intergas" the new consortium formed to construct and
manage the pipeline before they will approve any loans. Under the original plans, Petrobras was to
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control a 51% stake in Intergas, with the remaining 49% distributed among various private Bolivian
and Brazilian investors.
Given the World Bank and IDB intransigence, both the Bolivian and Brazilian governments now say
they will likely seek alternative funding, since Brazil would have to approve constitutional reforms
that eliminate Petrobras's monopoly on domestic fuel distribution before accepting a minority share.
Brazilian officials say they may seek to pay for the entire project through private investors, since
many foreign and domestic companies have expressed interest. The US corporation Enron, for
example, says it might be willing to finance the full cost of the pipeline, although it is unclear if that
company would accept a minority share in Intergas. "The international lending institutions cannot
impose changes in the Brazilian constitution," said Brazil's Foreign Minister, Celso Amorim, who
met with Bolivian officials in La Paz earlier this year to review the project. "In any case, if we can't
come to terms with the multilateral institutions, then the project will simply go forward without
them. We have plenty of interested private investors."
In March, Bolivia signed two new contracts to supply gas to Argentina and to Paraguay. Until
this year, Argentina's former state company Yacimientos Petroliferos Fiscales (YPF) and Bolivia's
Yacimientos Petroliferos Fiscales Bolivianos (YPFB) had a long-running agreement in place that
allowed Bolivia to sell six million cubic meters per day of gas to its neighbor. However, that
agreement signed in 1973 and renewed periodically expired on March 31, and since the Argentine
government privatized the YPF in 1993, the YPFB has been forced to renegotiate the terms of the
previous contract. Under the updated contract, the newly privatized YPF has agreed to continue to
buy at least six million cubic meters per day for the next three years. In addition, the YPF has agreed
to pay US$1.21 per 1,000 cubic feet, about US$0.21 cents more than the US$1.00 per 1,000 cubic feet
paid under the previous arrangement.
Despite the price increase, however, Bolivia will be allowed to withdraw from the contract after one
year if market prices for natural gas rise above US$1.21, which would then leave it free to negotiate
new contracts with other private companies in Argentina. In addition to the new contract, the
Argentine and Bolivian governments also signed a separate accord to "deregulate" the fuel market.
That agreement will lead to the immediate elimination of import tariffs on fuel between the two
countries and should eventually allow Bolivia to substantially increase its gas sales to Argentina.
With Paraguay, the Bolivian Foreign Ministry signed a framework agreement that will allow the
YPFB to sell up to 2.2 million cubic meters per day of gas to Paraguay for a period of 20 years. Under
the accord, the foreign ministries of both countries will cooperate to seek domestic and foreign
private investors interested in constructing a new gas pipeline between the two countries. The
pipeline, which will cost an estimated US$109 million, will stretch 904 km. from Vuelta Grande in
southeastern Bolivia to Asuncion. In addition, Paraguayan investors will construct another 300 km.
of pipelines inside Paraguay for domestic gas distribution.
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